This study examines the impact of corporate governance practices of microfinance institutions (MFIs) on outreach to the poor people in Sri Lanka by using three outreach variables: Breadth of outreach, percentage of women borrowers and depth of outreach. Data for 54 MFIs are analysed using regression analysis of unbalanced panel data from 2007 to 2012. The findings of this study revealed several significant relationships: Breadth of outreach in Sri Lankan MFIs improve when they have a female chair on the board but decreases when they have more female directors and client representation on the board, and female borrowers get more loans when the firm has women representation and international/donor directors on the board, but less loans if they have a female chair. This study provides a direction for future researchers to explore more, and recommend good corporate governance practices for MFIs to reach more poor clients.
Introduction
Microfinance institutions (MFIs) emerge as an important provider of microcredit to under-served people and an instrument to combat extreme poverty in developing nations (Hermes & Lensink 2007) . Widespread public enthusiasm for microcredit has generated a dramatic increase in the number of MFIs operating in developing countries. It is estimated that in 2007 there was a total of around 10,000 MFIs in the world (Ming-Yee 2007), serving over 113 million clients. Due to the high profits and public perception of social responsible investment, this sector has grown commercially and now concerns itself only with profitability. Unlike other firms, MFI performance encompasses both financial profitability and outreach.
However, many MFIs are now drifting from their original mission of alleviating poverty. Accordingly, among policy makers there is a hefty debate on the compatibility or trade-off between financial sustainability and outreach of microfinance sector (Hermes et al. 2011) . Muhammad Yunus, the foremost pioneer of the microfinance movement, also expressed the opinion that MFIs must protect the poor from loan sharks and not give rise to their own breed of loan sharks. As a result, extant studies have identified that good corporate governance practices can improve the MFIs' outreach to poor people because sound corporate governance practices can help MFIs to operate effectively and efficiently. However, currently available measurements of MFIs indicate an overriding concern with the profitability of MFI activities and less with outreach. Therefore, it is important to identify which corporate governance practices are helping MFIs to reach more clients.
The motivation to examine the impact of corporate governance on outreach of MFIs in Sri Lanka is based on the following: First Sri Lanka has been recovering after 30 years of war and terrorism and enjoying peace and harmony for about four years since the war. It is imperative to boost the economic development of such a suffered country. As a result, enhancement of microfinance activities became one of the major economic development goals in Sri Lanka (Central Bank of Sri Lanka 2012). However, there is lack of formal governance guidelines for Sri Lankan MFIs to improve their service in a broader context (Modoran & Grashof 2009), particularly code of best practice on corporate governance is not mandatory for MFIs in Sri Lanka. Therefore, the findings of this study will contribute to the existing literature relating to corporate governance practices in MFIs in the Sri Lankan context and boost the economic development of a recovering country. From a policy perspective, Kumar and Zattoni (2013, p. 199 ) stated that "firmlevel corporate governance performance affects the development of national governance institutions".
The remainder of this paper is structured as follows: Section 2 provides a brief review of the literature relating to corporate governance. Data collection and research methods used are described in section 3. Section 4 discusses the empirical research results. Finally, the paper concludes with implications of the study.
Literature review
Only a handful of studies have been done to test the impact of corporate governance on outreach of MFIs. The empirical analysis of good corporate governance practices in relation to MFIs is still at an immature stage and it is important to conduct more studies in this field to enhance MFIs' development (Hartarska 2005 The appropriate corporate governance practices have been a matter of continuing debate and researches give mixed results. Inconsistent findings of prior studies and lack of empirical results for the microfinance industry have led to unclear ideas about corporate governance influence on firm performance. However, based on the indication given by many empirical studies in developed and developing countries around the world, it is important to further explore the impact of corporate governance on outreach of MFIs, as it leads to better service to the poor people in these countries. Therefore, this study argues that MFI boards need to have a high standard of governance practices to deliver better outreach to the poor.
Research methodology
Sample and sample period were constrained by the data availability, accessibility and validity. Therefore Table 1 depicts the definitions of dependent and independent variables in the study. Breadth of outreach is measured by the number of clients that MFIs has provided loans to, or the number of borrowers over a specific period of time who currently have an outstanding loan balance with the MFI (Microfinance Consensus Guidelines 2003; Quayes 2012). Since the inception of the Grameen bank concept, outreach to women has been a priority because compared with men, women face greater problems in accessing loans. According to Quayes (2012) , outreach to female borrowers (FemBorr) is measured by the number of women borrowers as a fraction of the total number of borrowers. With the development of the microfinance sector, Depth of outreach has become an important measure that concerns with the overall social outreach of the microfinance sector. It measures the access of credit disbursement to poor people; that is, poorer borrowers will lead to greater depth of outreach (Quayes 2012) . In other words, it indicates how well MFIs have reached the very poor clients, and focuses on poverty lending. It can be measured by comparing the loan size to the Gross National Income (GNI) per capita of a country.
Percentage of female directors on the board, female CEO, female chairperson, duality, international/ donor representation on boards, client representation on boards, outside/independent directors on board, board size and internal auditor are This study employed different statistical methods to analyse panel data. Under univariate analysis, descriptive statistics including mean, standard deviation, minimum and maximum values were computed to identify the overall behaviour of the data. In particular, the data was normally distributed so that parametric form of statistical modeling could be employed. Pearson's correlation matrix and variance inflation factor (VIF) were used to determine whether there were multicollinearity issues in our dataset. The strength of correlation between dependent variables and explanatory variables suggests that independent variables should be included in our regression. Our results show that the correlation coefficients among the regressors are below the threshold of 0.80 suggested by Gujarati and Porter (2009) . Even though the multicollinearity is not a serious problem, VIF was used to do a further test for multicollinearity. According to Myers (1990) , VIF value of 10 or above is a good indicator that multicollinearity is present among independent variables and therefore, is a cause for concern. The results of this study indicate that all the independent variables had VIF values of less than 3. Therefore, the above evidence leads us to conclude that there is no multicollinearity issue in our estimations, as all the values are well below the thresholds.
Under inferential statistics, we have used a multiple linear regression model to estimate the unknown parameters of corporate governance and outreach of MFIs in Sri Lanka. The two methods, fixed-effect and random-effect, were used to diagnose the unobserved factors in the panel regression model. The main difference between these two methods lies with the treatment of the dummy variables. Both fixed-effect and random-effect have their own strength and weakness. According to Greene (2012) , in both models the explanatory variables tend to be uncorrelated to the observed firm heterogeneity term u i and suggest using the Hausman test to choose between fixed-effect and random-effect model (Hausman 1978 Table 2 provides descriptive statistics for major variables in the study. Due to the huge dispersion in the number of active clients in the sample, this study used natural logarithm transformation to condense the dispersion, as a result the mean and the median values are 8.16, 7.70 respectively. In Sri Lanka, the average number of female borrowers represents 81% of the total number of credit clients. The median value of 88% indicates that fifty percent of the MFIs have less than 12% of male clients. Average depth of outreach in Sri Lankan MFIs is Rs.0.14 where the median is Rs.0.10. This is a relatively weak value when compared with other studies, and these lower values indicate that the poor borrowers are very well served in Sri Lanka, because a higher value would mean that fewer poor clients are being served (Hartarska 2005 Table 3 illustrates the empirical results of multivariate analysis of outreach variables in this study. The study comments on the regression result as a whole by controlling the unobserved heterogeneity in the panel model. Even though most of the expected signs of the coefficients are generated from the regression, only very few of them are significant for Sri Lankan MFIs. However, interesting results appear in both of these significant and non-significant regression results. Female directors on the board are significantly negatively correlated only with breadth of outreach and positively correlated with percentage of female borrowers in total active borrows in Sri Lankan MFIs. The findings of this study indicate that the number of female directors on boards is highly concentrated on gender inequality in the country, and they promote microfinance loans to more female clients. This result is vice versa for female chairperson on board. The female chairperson on board is significantly positively correlated to breadth of outreach but negatively correlated with female borrowers from MFIs in Sri Lanka. Even though they are female leaders they highly concentrate on increasing the number of active borrowers overall, rather than increasing the number of women borrowers only.
Discussion of empirical findings
The international/donor directors have a significant positive correlation with female borrowers which shows that directors who represent international/donor agencies are highly concerned about providing microcredit to women in Sri Lanka. However, our results show that directors who represent clients are statistically significantly negatively associated with the number of active clients (breadth) in MFIs in Sri Lanka. Interestingly, depth of outreach does not have any significant relationship with corporate governance variables in this study.
Conclusion
Based on the indication given by many empirical studies in developed and developing countries around the world, it is important to further explore the impact of corporate governance on outreach of MFIs as it enhances the financial services to the poor people in these countries. Inconsistent findings of prior studies and lack of empirical results for the microfinance industry have led to unclear ideas about corporate governance influence on outreach. Therefore, this study expands the understanding of the corporate governance practices in MFIs and its impact on outreach for poor in Sri Lanka. This study has employed Sri Lankan data, to investigate the relationship between established internal corporate governance practices as independent variables and outreach as dependent variable for MFIs for the period 2007 to 2012.
Our results are robust with respect to controls for legal status, firm age, firm size, leverage and organisation type. However, our findings are mixed depending on the depended variables that we have examined. In spite of the mixed results, a number of interesting results have emerged from the study. The results of this study are appropriate for both individual MFIs and policy makers in the country, as they indicate that firms can perform better when they comply with good corporate governance practices, and invisible hands in the industry can direct MFIs to improve their corporate governance. The microfinance sector needs to be more effective if it wants to become the miracle cure for poverty and economic development. Now the sector is attempting to reinvent itself. This study points to the need for further empirical research into MFIs using more outreach measures to strengthen the speculations found in this study.
This study has a number of limitations that may pave the way for the further research. Since our focused was on only one country, further research could be undertaken by using more corporate governance variables and/or more countries to check the relationship between corporate governance and outreach of MFIs. In addition, this study has considered only the fixed-effects and random-effects models to examine the relationship. Thus, further analysis can be done with a large dataset by considering the endogeneity of the variable which is another aspect of the research that could be lead to the better understand of the industry and strengthen the speculations found in this study. 
